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LETTER OF TRANSMITTAL 





House or REPRESENTATIVES, 
Washington, D.C., July 17, 1959. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington, D.C. 

Dear Mr. Speaker: By direction of the Committee on Government 
Operations, I submit herewith the committee’s ninth report to the 
86th Congress. The committee’s report is based on a study made by 
its Government Activities Subcommittee. 

Wituiam L, Dawson, Chairman. 
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of the Union and ordered to be printed 


Mr. Dawson, from the Committee on Government Operations, 
submitted the following 


NINTH REPORT 
SUBMITTED BY THE GOVERNMENT ACTIVITIES SUBCOMMITTEE 


On July 15, 1959, the Committee on Government Operations had 
before it for consideration a report entitled, “Disposal Problems of 
Government-Owned Nickel Plant at Nicaro, Cuba.” 

After consideration of the report as submitted, upon motion made 
and seconded, the report was approved and adopted as the report of 
the full committee. The chairman was directed to transmit a copy 
to the Speaker of the House. 


JURISDICTION 


The jurisdiction of the Committee on Government Operations is 

set out in the Rules of the House of Representatives. The committee, 
in addition to other responsibilities, has the duty of studying the 
operations of Government activities at all levels with a view to deter- 
mining their economy and efficiency. The chairman duly authorized 
the establishment of the General Government Activities Subcommittee 
by rule 3 of the Committee on Government Operations, and defined the 
jurisdiction of the subcommittee, such jurisdiction to include the 
activities of the General Services Administration during the 2-year 
term of the 85th Congress. 
_ In the exercise of its jurisdictional responsibilities, the subcommittee 
in January of 1958 undertook an investigation as to the effects of the 
nickel ore supply and cost thereof upon the operation of the Govern- 
ment’s nickel plant at Nicaro, Cuba, and upon its proposed disposal. 
Public hearings were held on such effects on April 23 and 24, 1958. 
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The subcommittee, now designated as the Government Activities 
Subcommittee and fulfilling its jurisdictional responsibilities reestab- 
lished in the 86th Congress, will continue its long active interest in the 
operation of the Government’s valuable nickel plant, and in all 
matters pertaining to the disposal thereof. 


WITNESSES HEARD 


1. Franklin G. Floete, Administrator of General Services. The 
nickel plant has been in the custody of GSA since its rehabilitation 
and reactivation. GSA is responsible for the operation of the plant 
and is the contracting agency for its proposed disposal. 

2. Ira D. Beynon, Special Assistant to the Administrator of General 
Services for Nicaro Operations. 

3. James P. Pinkley, GSA engineer and executive assistant to 
Mr. Beynon. 

4. Eugene D. Gardner, former Chief Mining Engineer, Bureau of 
Mines, Department of the Interior. 

5. Paul W. McGann, Chief Economist, Bureau of Mines, Depart- 
ment of the Interior. 

6. Harry C. Wildner, vice president, National Lead Co.; president, 
Nickel Processing Corp. (subsidiary of National Lead, which operates 
the plant for the Government on a management-fee basis). National 
Lead is also a prospective purchaser of the plant. 

7. Langbourne M. Williams, president, Freeport Sulphur Co. Free- 
port’s wholly owned subsidiary owns the ore bodies the Government 
mines for its Nicaro operations on a royalty basis. Freeport Sulphur 
is also a prospective purchaser of the plant. 

8. Pearson E. Neaman, executive vice president and general counsel, 
Freeport Sulphur Co. 

GENERAL BACKGROUND 


For nearly 50 years prior to World War II, mining engineers had 
interested themselves in the abandoned ore deposits of eastern Cuba. 
Repeatedly, however, they had concluded that nickel extraction from 
the nickeliferous, lateritic ores of the region would be commercially 
unprofitable. The nickel content of the ore was low as compared 
with that of the ore-rich Sudbury Basin in Canada. Extraction 

rocesses had been deemed inadequate for commercial application. 

’o process had been developed to recover economically the byproduct 
metals associated with nickel. The International Nickel Co. of 
Canada, preeminent in the nickel field, occupied a monopolistically 
competitive position that would be difficult to challenge; but in order 
to relieve a critical nickel shortage during the early stages of World 
War II, the consideration of commercial practicality was necessarily 
abandoned. 

Early in 1942, the Government undertook to build a nickel extrac- 
tive facility located at Nicaro, Cuba, with a production capacity of 
30 million pounds a year. The plant was completed within less than 2 
years at a capital cost of $31,767,500. 

Using the Caron process, which had been developed experimentally 
by a Dutch professor 20 years earlier, but inadequately tested for 
large-scale extraction, the Freeport Sulphur Co. achieved successful 
test results with Cuban lateritic ore in a limited capacity pilot plant 
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it operated in Texas, being paid approximately $210,000 by the Gov- 
ernment for such operation. Actual nickel production began in De- 
cember of 1943 and continued until 1947, some 40 months later, at 
which time the plant was closed down because of its economic infeas- 
ibility. Subsequent efforts to sell the plant to private enterprise for 
commercial operation were unsuccessful. In December of 1949, the 
plant was placed in the national industrial reserve. At the beginning 
of the Korean emergency, nickel was again in critical short supply, so 
therefore the plant was rehabilitated and reactivated at a capital cost 
of approximately $12 million. Full operation of the plant had been 
resumed in July of 1952. In 1953, at a time when it appeared that 
the nickel shortage would persist for a number of years, an authoriza- 
tion was made to expand the annual production capacity of the Nicaro 
lant to 50 million pounds. In the latter part of 1954, construction 
or the expansion began and in early 1957 the expanded production 
goal was met. The capital cost for the expansion was $35,829,011, 
somewhat less than the $43 million authorized by the Office of Defense 
Mobilization. 

The gross cost of the fixed assets of the nickel plant, as of December 
31, 1957, was $87,584,820. The cumulative amortization as of that 
date was $16,610,820, leaving a depreciated cost of $70,974,000. At 
the end of 1957, the Government had about $18 million of current 
assets. The total assets of the Government’s company (Cuban Nickel 
Company) were $89,761,000, and the current liabilities were 
$2,500,000. 

When the plant was reactivated during the Korean emergency, it 
was contemplated that it would be leased to a private firm, as was 
authorized by the Secretary of Defense on November 13, 1950. How- 
ever, the decision was made to operate the plant on a management- 
fee basis for a limited period in order to obtain cost and production 
data on which to base a lease. In 1952 the Nickel Processing Corp., 
a subsidiary of the National Lead Co. (26 percent of the stock owned 
by Cuban interests) undertook to operate the plant for a 5-year 
term. This operating agreement expired June 30, 1957, then was 
extended for three successive periods of 6 months. Late in 1958, 
GSA negotiated a new operating agreement and followed subcom- 
mittee recommendations to utilize competitive bidding practices and 
eliminate the experimental research fee formerly received by the 
operating firm. Nickel Processing Corp., which had been operating 
the plant, was the successful bidder, agreeing to eliminate the afore- 
said fee. The resulting contract for 1959 is estimated to cost $80,000 
less than for 1958. The contract is for 2 years, cancelable by the 
Government on 90-day notice. 

Under section 7 of the National Industrial Reserve Act of July 2, 
1948 (62 Stat. 1227, as amended; 50 U.S.C. 456), the Secretary of 
Defense is empowered to authorize the disposal of the plant to private 
industry. Pursuant to its own request, the General Services Adminis- 
tration obtained disposal authorization from the Secretary of Defense 
in a letter dated September 18, 1957. This letter of authorization, 
in addition to disposal by lease, recognized that a disposal by outright 
sale might be preferable. Since having obtained this authorization, 
the GSA has proceeded in its effort to dispose of the plant, such efforts 
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being under the immediate direction of Mr. Ira D. Beynon, Mr. 
Floete’s (Administrator of General Services) Special Assistant for 
Nicaro Operations. A variety of disposal problems have arisen, some 
of which remain unresolved and which have delayed disposal of the 
plant. The subcommittee hearings, conducted April 23 and 24, 1958, 
dealt primarily with these problems. (There is no indication that the 
successful revolution in Cuba, led by Dr. Fidel Castro, has changed 
the basic problems examined, although it was not possible to consider 
this factor at the time the hearings were conducted.) 


PRIVATE INVESTIGATION OF GOVERNMENT NEGOTIATOR 


In order for responsible Government officials to execute their duties 
properly, it is imperative that they be free from coercion and duress, 
and from unwarranted personal embarrassment and humiliation, 
whether caused wittingly or unwittingly. 

During its hearings, the subcommittee made public the Freeport 
Sulphur Co.’s private investigation into the personal life of the Gov- 
ernment official with whom the company was having difficulty in 
negotiating a multi-million-dollar ore royalty contract. That Gov- 
ernment official was Ira D. Beynon, Special Assistant to the Adminis- 
trator of General Services for Nicaro Operations, who in 1956 accepted 
the Nicaro job at the request of Mr. Franklin G. Floete, the GSA 
Administrator. Mr. Beynon previously had practiced law for 30 
years in Nebraska, had successfully engaged in farming and various 
business activities, and at one time was Republican national com- 
mitteeman from Nebraska. 

Mr. Beynon testified that after accepting the Nicaro job at GSA, 
one of his first efforts was to obtain a drastic reduction in the ore 
royalty payments to the Freeport Sulphur Co., because he felt the 
royalty payments were exorbitant. Thereafter negotiations were 
undertaken with Freeport officials, including its president, Lang- 
bourne M. Williams, and its registered Washington representative, 
Herbert A. Bergson. No meeting of the minds resulted from such 
negotiations. 

During the subcommittee’s study of the nickel plant disposal 
problems, it was learned that the late J. S. Egan, a former FBI agent 
operating out of Washington, D.C., went to Nebraska in the employ 
of an unidentified client and conducted an exhaustive private investi- 
gation into the personal life of Ira D. Beynon in an obvious effort 
to uncover past conduct strictly of an unsavory nature. Since 
Mr. Beynon’s decisions relating to the Government’s nickel plant 
affect millions of the taxpayer’s dollars, the subcommittee felt bound 
to uncover the identity of the client of this ex-FBI investigator, 
J.S. Egan. Mr. Egan, prior to his death in August 1958, had insisted 
he had no idea who had financed his snooping expedition into Ne- 
braska. Later, the subcommittee learned a Carmine Bellino, chief 
investigator of the Senate Select Committee on Improper Activities 
in the Labor and Management Field, had acted as an intermediary 
between Mr. Egan and Freeport’s attorney, Herbert A. Bergson, 
who had acted as an intermediary between Mr. Bellino and Freeport’s 
president, Langbourne Williams, who authorized and directed the 


f 
ki 
# 
{ 
: 





a ae a | 


a aeons eee | ae Lae, a 





OT oN 


| 
: 
| 














DISPOSAL PROBLEMS OF NICKEL PLANT AT NICARO, CUBA 5 


Beynon investigation. When it became apparent the subcommittee 
was going to uncover the identity of the investigator’s ultimate client, 
Mr. Bellino obtained consent from Mr. Bergson to reveal that iden- 
tity. After considerable effort by the subcommittee a copy of the 
investigator’s report to his ultimate client, the Freeport Sulphur Co., 
finally was furnished. 

The report showed that a great number of people were interviewed 
and quite a.few public records were examined, particularly police 
records. Some quotations from the report will be set forth, the italic 
being added for emphasis. 

In the very first sentence of the report the investigator suggests 
that an ominous motive caused his hire, “This informant said that 
the above had a good character, never heard of him being in trouble 
of any kind.” As to a Lincoln, Nebr., informant, the report states, 
“This informant: has known Beynon for a great many years, but 
knows nothing, nor has he ever heard anything derogatory about him.” 
As to another Lincoln informant, the report states he has never heard 
anything ‘‘against”” Mr. Beynon’s character. Still another informant 
is reported as not liking Beynon, but never having heard of his being 
“in trouble” of any kind. Freeport’s investigator reported: 


This informant is treasurer of the Presbyterian church 
where Beynon is a member, and he stated that he nor no one 
else can ever get a pledge from Beynon in any amount, but 
toward the-end of the year he makes a contribution, but he 
would not tell me the amount. 


Another informant is reported as never having heard a word 
“against” Mr. Beynon’s character. 

The report clearly indicates that the Freeport investigator spent 
very little time with informants who had favorable statements to 
make about Mr. Beynon. A good example is informant No. 10, about 
whom the report only states, ‘This informant has known Beynon for 
a number of years as a successful attorney and has never heard of 
him being in trouble.” As to informant No. 11, the report states, 
“This informant checked the arrest records of Nebraska and found no 
record of any kind.” 

The investigator spent a little more time with informant No. 14, 
who was a law officer and told the investigator that Mr. Beynon’s 
son-in-law unlawfully shot a game bird on a public highway some 
8 years ago. Learning that Mr. Beynon had been defeated in a 
Republican primary election for Congress, the investigator checked 
old records in the public library in search for something that either 
candidate said ‘‘out of the way” about each other. The former FBI 
investigator reported that, “While at Lincoln, a review was made of all 
police records, city, State, and county, and nothing was found regarding 
arrest records on Beynon.” The investigator checked county records 
to find out how much Mr. Beynon inherited from a sister who died in 
1931, and from his mother, who died in 1943. 

From Lincoln, Nebr., the Freeport investigator went to Kearney, 
Nebr. His first informant in Kearney advised him that there was 
no arrest record in the sheriff's office on Beynon. However, the investi- 
gator did get a tip that in 1926, 32 years ago, Mr. Beynon had a part 
in putting on a public automobile race at which one of the automobiles 
jumped the track, killing a child and injuring others. After this tip 
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the investigator went on to his second informant, who was a retired 
police officer who had only a hazy memory of this 1926 accident. 
Another informant in Kearney told fm he might get some information 
on the accident if he would check with the Anderson-Johnson Funeral 
Home. The investigator did check the funeral home, but. reported 
that he was unable to locate any record of the accident. After leaving 
the funeral home, the investigator went to the newspaper morgue 
and found a 1926 paper which reported the accident. After checking 
the newspaper morgue, the investigator reviewed district court 
records to find out if any suit had been filed as a result of the accident. 
Then the investigator tried to track down various residents of Kearney 
who remembered both Beynon and the accident. Almost a third of 
the Freeport investigator’s report shows exhaustive efforts to somehow 
link Mr. Beynon with a 1926 accident. 

The investigator’s report ends with his being in Omaha, Nebr. His 
final statement is, ‘‘The arrest records at the Omaha police station were 
checked. No record found on Beynon.” 

After reviewing the investigator’s report, Subcommittee Chairman 
Jack Brooks made the following statement: 


It’s a disgraceful, ethically reprehensible thing for a big 
national firm to send detectives snooping into the personal 
life of a Government official with whom they must deal in 
business. 

I’m a Democrat and Mr. Beynon is a lifelong Republican, 
a former national committeeman, but I happen to believe 
that he is a good public servant, a man who is here at per- 
sonal sacrifice, aaileniion his remunerative business interests 
back in Nebraska, to try to get a dollar’s worth of value at 
Nicaro for the taxpayer’s dollar. 

It is shocking to think that Mr. Beynon’s insistence on a 
fair deal for the Government could prompt a private firm to 
put detectives on his trail in an apparent effort to dig up some 
negotiable dirt on him. This doesn’t sound like decent, ethi- 
cal business practice to me. 

There’s scant reassurance knowing that the detective’s 
deep digging into Mr. Beynon’s private life in his Nebraska 
hometown didn’t hit pay dirt—that the worst thing he appar- 
ently had done in his 61 years was to commit a traffic viola- 
tion. 

Freeport officials have explained that their secret prying 
was made to better understand Mr. Beynon; that they just 
wanted some background information. What I would like 
to know is: What would Freeport have done with their detec- 
tive’s report if it had turned up something unsavory about 
Mr. Beynon? The questions their detective asked were not 
the type to determine exclusively whether a man was a regu- 
lar churchgoer. An examination of that detective’s dossier 
to Freeport Sulphur demonstrates that the detective’s ques- 
ese were slanted at something more than a mere popularity 

oll. 
” Does Freeport Sulphur think a Government official must 
have a private life clearance from their firm before he is per- 
mitted to transact Government business with them? The 
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FBI and Civil Service Commission presumably have all the 
authority necessary to investigate and ascertain whether a 
man’s past fits him to hold a Federal position. I don’t think 
the FBI needs any assistance from private detectives in the 
hire of Freeport Sulphur to determine whether or not any 
Government official is the right type to fill his post. 

This invasion of the sanctity of Mr. Beynon’s private life is 
a disgusting thing and the businessmen who authorized it 
might well examine their consciences in the light of their 
qualifications to throw the first stone. 


Mr. Beynon was asked at the subcommittee hearing how he found 
out about the investigation. He stated that he was notified by the 
mayor of Lincoln, who said that the chief of police and the head of the 
Security Department of Lincoln called him (the mayor) out of a 
meeting and were there with a stranger, an FBI man, to investigate 
Beynon. The mayor told Mr. Beynon he did not remember the 
stranger’s name, but he was with the FBI and had shown him his card. 
Mr. Beynon stated that Major General Henninger, the Nebraska 
adjutant general, called him and said that Police Chief Carroll had 
been there with a gentleman from Washington who was working for 
the Civil Service Commission and had a card showing him that he was. 
Mr. Beynon testified that a lawyer friend in Nebraska, Mr. Nye, 
wrote him that the sheriff had come to see him with an investigator 
from Washington, but didn’t tell Mr. Nye whom he represented. 
Mr. Nye stated in his letter that the sheriff came back later and said 
that the investigator confided in him that, “I am representing Mr. 
Beynon’s wife’s family,” and he (the investigator) said, “His mother- 
ata passed away a short time ago and the family wants to know 
what Mr. Beynon did with her money.” Mr. Beynon testified he 
knew this was a false representation because he himself had paid all 
of the expenses of his mother-in-law’s last illness. 

It is worthy to note that the mayor of Lincoln, Nebr., seemed to 
have gained the impression, either directly or indirectly, that the 
ex-F'BI investigator, J. S. Egan, was in fact an FBI agent at the time. 
Reportedly, Mr. Egan produced a card as Fat Another Nebraska 
official, the State adjutant general, reported Mr. Egan as representing 
himself as an investigator for the Civil Service Commission. 

If the Freeport investigator did in fact falsely assume or pretend to 
be an FBI agent or a Civil Service investigator, then section 912, 
title 18 of the United States Code was violated, which states: 


§ 912. Officer or employee of the United States. 


Whoever falsely assumes or pretends to be an officer or 
employee acting under the authority of the United States or 
any department, agency or officer thereof, and acts as such, 
or in such pretended character demands or obtains any 
money, paper, document, or thing of value, shall be fined 
not more than $1,000 or imprisoned not more than three 
years, or both. (June 25, 1948, ch. 645, § 1, 62 Stat. 742.) 


_ Whatever the true, underlying motive of the Beynon investigation, 
it was interesting to learn that a Freeport representative did make an 
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effort to have Mr. Beynon ousted from his job on the ground of 
illegal tenure as a consultant. In fact, Freeport went to the trouble 
of furnishing to the General Counsel of the General Accounting Office 
& seven-page unsigned memorandum setting forth its contentions on 
such alleged illegality. This anonymous attempt came after its 
anonymous investigation via intermediaries which proved equally 
fruitless. : 

In defending the investigation made of Mr. Beynon, the president 
of Freeport Sulphur, Mr. endbeane M. Williams, testified: 


Now I cannot conceive that any honorable and self- 
respecting man could take the slightest objection to having 
anybody go and ask questions about him of this character 
and under the circumstances under which this man was 
instructed to act. He made the kind of investigation that 
any man who is-entering into public life has made of him, 
and this was the kind of investigation we wanted, and these 
were the instructions that we gave, and I want to say to you, 
sir, that I do not agree at all that I have doue the things 
that I have been charged with here. 


In explaining his responsibility for instituting the investigation, Mr. 
Williams said, “I told Mr. Bergson, ‘Will you please investigate this 
fellow, check up on him?’”’ He went on to say, “I do not think any 
investigation was made of the kind that. would not normally be made 
of a Government official * * *” Mr. Williams further stated, ‘‘* * * 
If I had felt that there was anything wrong or improper in any way 
about the investigation that I asked to be made, I wouldn’t have 
made the request.” 

Hon. John E. Moss pointed out that the investigative report indi- 
cated an effort to develop material of an unfavorable nature which 
could have been used to improperly pressure, influence, or even 
blackmail an official of the Government charged with negotiating 
with Mr. Williams of Freeport, such negotiation being not on the 
basis of personality but on the basis of the best deal obtainable for 
the Government. He further pointed out that such an effort was 
indicated regardless of Mr. Williams’ intention. 

Mr. Williams reportedly admitted the cost of the Beynon investiga- 
tion was charged off as a “business expense.” 


PROPRIETY OF ORE ROYALTY PAID FREEPORT SULPHUR CO. 


In recent years a lively controversy has developed between officials 
of the Freeport Sulphur Co. and officials of the General Services 
Administration as to whether or not the royalty payments for Freeport 
ore are exorbitant. Rather extensive negotiations*have been con- 
ducted for the purpose of adjusting the royalty payments, but no 
mutually satisfactory agreement has been cacao Officials of the 
Bureau of Mines and of the General Services Administration 
contend the royalty payments to Freeport Sulphur are from 3 to 
6 times as large as they should be. Freeport Sulphur contends these 
ayments are fair and equitable. The Freeport ore mined to date 
or use at the Nicaro plant represents an investment (Government- 
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financed) by Freeport of less than $100,000. Royalty payments by 
the Government for these ores through March 31, 1958, have exceeded 
$14 million. The current royalty rate per ton is about $1.73. 

In early 1942 when the Government decided to attempt to extract 
nickel from the nickeliferous ores in eastern Cuba, the ore bodies were 
practically worthless although their existence had been known for 50 
years. Nickel ore of the grade now being used at the Nicaro plant 
could be purchased at less than 1 cent a ton. Even within the past 
few years such ore deposits have been purchased for less than 10 cents 
a ton and some have been acquired by merely filing claims. It was 
the erection of the Government plant which gave value to the ores. 
The reason this nickeliferous ore will not bring a higher price is be- 
cause private firms are and have been unwilling to risk their capital to 
test its commercial feasibility for nickel extraction. It was the criti- 
cal nickel shortage during World War II which prompted the Govern- 
ment to ignore commercial considerations and construct the nickel 
extracting plant at Nicaro, Cuba. Even in 1957 the commercial 
feasibility of extracting nickel from the Cuban ores was still so suffi- 
ciently in doubt that private enterprise was unwilling to risk its 
capital. Therefore, in order to attain the nickel production goal set 
by the Office of Defense Mobilization, the Government, in addition 
to granting an 80 percent accelerated tax amortization, entered into 
a one-quarter billion dollar purchase contract with the Freeport 
Sulphur Co. in order to assure that company its plant contemplated 
at Moa Bay, Cuba, would be virtuall full paid for within 5 years 
after nickel production commenced. The Government also gave the 
Freeport Sakeleas Co. about $6 million with which to construct and 
operate a pilot plant at Braithwaite, St. Bernard Parish, La., to test 
its sulfuric acid processes for the proposed production from the Moa 
Bay nickeliferous ores. 

Early in 1942 contractual arrangements were made between Govern- 
ment officials and officials of Freeport Sulphur for the construction 
and operation of a nickel refining facility at Nicaro, Cuba. At that 
time Freeport owned one-third of the stock in the Nicaro Nickel Co., 
a Delaware corporation. The Government advanced to Freeport 
$700,000 with which to purchase the other two-thirds stock. Free- 
port’s option price for this stock was $346,500, with the additional 
consideration of 10,000 shares of Freeport common stock to Talbott 
Associates in the event Government assistance was obtained for the 
construction of a nickel extraction plant. It would appear that the 
Government should have advanced no more than the necessary cash 
outlay of $346,500, rather than the $700,000; in effect, the taxpayers 
seemed to have been duped into purchasing for Freeport its own stock. 

In February 1942, Freeport represented that the Nicaro Nickel Co. 
owed $395,000 on the purchase price of ore bodies, presumably in the 
Nicaro area. The fact is that the total option-to-purchase price of 
these ores in the Nicaro area (adequate to supply the proposed plant 
for 20 years) was $320,000, and $100,000 of this already had been 
paid, leaving a balance of $220,000. Nevertheless, the Government 
advanced $400,000 to Freeport to enable it to purchase the ore to be 
sold back to the Government on a royalty basis; the other $180,000 
was used toward the purchase of ore bodies in the Moa Bay vicinity. 
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In the memorandum of agreement with the Government’s Metals 
Reserve Co. dated February 25, 1942, Freeport set forth that 
Nicaro Nickel Co.— 


is the owner of certain extensive nickeliferous iron ore proper- 
ties situated in Oriente Province near the town of Preston on 
the north coast of Cuba * * * the total purchase price is 
$595,000 * * * 


In actuality, the firm’s Levisa ore bodies are at Nicaro, near Preston, 
but the Moa Bay ore bodies are 50 miles distant from Preston. 

Two days before, in a letter dated February 23, 1942, Freeport 
wrote the Metals Reserve Co. that $595,000 covered the purchase 
price of the deeds to both the Levisa (Nicaro) and Moa Bay ore de- 
posits. ‘“The total purchase price of all the mines and other properties 
covered by the two deeds (Levisa and Moa Bay) is $595,000, of which 
$200,000 has been paid and $395,000 remains to be paid,” the Freeport 
letter stated. An earlier memorandum from Freeport dated March 7, 
1940, pointed out that the option provided that if the Levisa option 
was exercised there was an obligation to exercise also the Moa Bay 
option, and vice versa. 

The Government thus provided money whereby Freeport was able 
to purchase the ore bodies at both Nicaro and Moa Bay for a com- 
bined cost of 2 cents a ton. Royalties the Government then paid 
Freeport on the Nicaro ores subsequently were utilized to repay the 
Government loan. 

The Government, in addition to advancing this $1,100,000, author- 
ized Freeport to purchase a site for the proposed Government plant, 
which Freeport in fact did, the site quite naturally being chosen 
adjacent to the ore bodies the Government in effect was buying for 
Freeport. In exchange for the $1,100,000 the Government received 
preferred stock in the Nicaro Nickel Co. Therefore no interest was 
paid, nor were dividends paid on the stock until 1952. By the early 
part of 1954 all dividends had been paid and all stock redeemed from 
royalties paid by the Government. Since the Government assumed 
all the risks one would think it could reasonably expect to purchase 
the Freeport ore at a modest cost. 

Also early in 1942 the Government entered into an ore royalt 
contract with Freeport, based on the then market price of nickel, 
which contract provided for a variance in the royalty as the price of 
nickel varied, as well as did the nickel content of the ore. This 
contract further contained an option to extend the ore royalty pro- 
visions for a term of 20 years if exercised by 1948. This option was 
in fact exercised, although the nickel plant was inoperative at that 
time due to commercial infeasibility. 

Under the ore contract, the Government is now paying Freeport a 
royalty of about $1.73 a ton, which is based upon a nickel metal price 
of 74.9649 cents per pound f.o.b. Pittsburgh (duty and phantom freight 
included) and a nickel content of 1.42 percent. This royalty represents 
a payment of 6.0972 cents per pound of nickel contained in the ore and 
8.13 cents per pound of nickel produced (75 percent recovery). Since 
the f.o.b. Pittsburgh market price for sintered oxide is 70.25 cents 
per pound, the royalty is equal to 11.5 percent of that price. Set 
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forth below are figures showing the ratio between the Freeport royalty 
and the profit to the Government on plant operations: 
Jan. 1, 1952-June 30, 1953: 

Government loss (5.8 cents per pound) ($1, 598, 923) 

Royalty paid (6.4 cents per pound) 2, 019, 276 
July 1, 1953-June 30, 1954: 

Government loss (0.2 cents per pound) (48, 837) 

Royalties paid (6.7 cents per pound) 1, 884, 447 
July 1, 1954-June 30, 1955: 

Government profit (1.7 cents per pound) 490, 709 

Royalties paid (7.1 cents per pound) 2, 081, 599 
July 1, 1955-June 30, 1956: 

Government profit (10.2 cents per pound) 

Royalties paid (7.1 cents per pound) 2, 210, 762 
July 1, 1956-June 30, 1957: 

Government profit (15.9 cents per pound) 5, 211, 227 

Royalties paid (7.7 cents per oaunal 2, 751, 711 
July 1, 1957-Dec. 31, 1957: 

Government profit (16.4 cents per pound) 2, 392, 306 

Royalties paid (8.5 cents per t-sond 2, 102, 332 
Jan. 31, 1952—March 31, 1958: 

Government profit (6.0 cents per pound) 9, 777, 766 

Royalties paid (7.2 cents per pound) 14, 017, 469 

_ As has already been observed, Freeport Sulphur Co. engaged in no 

risk at all in 1942 when the royalty contract was entered into with the 
Government. In fact the Government put up the money for the pur- 
chase of not only the ores under contract at the Nicaro plant, but for 
other ore bodies in the Moa Bay area. As of June 1, 1958, 12,640,033 
tons of Freeport ore have been Peron at the Nicaro plant. This 
ore represents an initial capital investment of less than $100,000. 
Nevertheless, the Government has paid Freeport a royalty on this 
same ore of $14,017,469. ; 

The U.S. Government has invested close to $100 million in the 
Nicaro plant. While Freeport’s investment in comparison is insignifi- 
cant, nevertheless for the period January 1, 1952, to April 1, 1958, the 
royalty payments to Freeport are 143 percent of the net profits to the 
Government. Had the Government been subject to income and 
property taxes, its modest profit would have been virtually wiped out. 

Of the approximately $14 million in royalties paid to Freeport, 
$337,506 represents ore lost as dust before it was processed. ‘Therefore, 
Freeport has recovered more than three times the cost of the ore mined 
merely from small amounts of dust which presumably sifted away. 
Freeport even went so far as to demand payment by the Government 
for ore lost and displaced as a result of the Government’s building roads 
over Freeport property to mine Freeport ore for which such a generous 
royalty was being paid. ees 

The subcommittee received evidence on the long-existing contro- 
versy as to whether or not the royalty payments being paid by the 
Government to Freeport Sulphur are “exorbitant,” as claimed by 
Officials of the GSA who have made diligent efforts to obtain a sub- 
stantial reduction in such payments. (See letters in appendix relat- 
ing to saving already foreseeable as a result of facts brought out in 
these hearings.) The essential bases of this GSA contention are: 
(1) Comparable ore in the same vicinity has within recent years been 
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purchased for less than 10 cents a ton (current rate of Freeport royalty 
is $1.73 a ton); (2) the Government advanced the money to Freeport 
to purchase the ore bodies, costing less than } cent a ton, which ionéy 
was not repaid until 1954, and at that time being paid from royalties 
received from the Government; (3) the Freeport ore which has been 
processed at the Nicaro plant has cost the Government over $14 
million, while the cost of this same ore was less than $100,000 in 1942, 
at which time the Government advanced Freeport the purchase price; 
(4) itis the $85 million Government investment which has given value 
to the Freeport ores at Nicaro, as private firms have been unwilling to 
risk their own capital for nickel production from Cuban ores*withéut 
a subsidy concession from the U.S. Government; and (5) the current 
royalty rates are so large in relation to the net profits from plant oper- 
ations that the resulting effect is to discourage satisfactory disposal 
of the plant at a reasonable price. 

Mr. Ed Gardner, former Chief Mining Engnieer, U.S. Bureau of 
Mines, and now a consultant, stated the royalty was much too high 
and suggested as a reasonable royalty 2 percent of the gross sales, 
which would be approximately only one-sixth of the current royalty 
being paid Freeport. As early as 1947 the royalty was suggested as 
“unreasonable.” On page 129, volume 1 of “An Optimistic Economy 
for a, by the engineering firm, Singmaster & Breyer, it is 
stated: 


Let us assume that a purchaser buys the plant for salvage 
value of $1,250,000 * * * and that he is able to get his ore 
at a reasonable royalty of 15 cents a ton instead of approzi- 


mately 72 cents royalty set by Nicaro [Freeport] * * *.” 
{Emphasis added.]} 


At this particular time in 1947, the Nicaro plant was closed down 
inasmuch as its operation was losing money. 

Officials of the Freeport Sulphur Co. contend the royalty is fair 
and equitable. Freeport employed Behre Dolbear & Co. to make a 
study as to the fairness of the royalty, and that company coneluded 
the royalty to be fair and equitable. Their contentions of fairness 
are based essentially on the nickel content of the ore, its accessability 
to the Nicaro plant, the use of Freeport processes, and comparable 
royalties on other minerals. Freeport’s contention that its ore is 
superior to other ores in the vicinity lacks merit. The Government 
owns approximately 35 million tons of ore with an average nickel 
content of about 1.40 percent. Also, the Bethlehem Steel Co. has 
offered to sell to the Government at a lower price ore which appears 
to be superior to that of Freeport. 

While it is true Freeport owns ore bodies near the Nicaro plant, 
it must be remembered that the Government with deliberation chose 
to build the plant adjoining the Freeport ores, the purchase of which 
the Government financed. Furthermore, insofar as mining conven- 
ience is concerned, the Bethlehem ore is more desirable, since it is 
located in a contiguous body, thus avoiding the necessity, of moving 
from place to place, which would be necessary if the Teenart ores 
are to be utilized for the next 20 years. 

Freeport contends it holds patents on the processes being used at 
the Nicaro plant, and one of its representatives stated that any pur- 
chaser of the Nicaro plant who failed to make arrangements with 
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Freeport regarding use of the processes would be buying a lawsuit 
along with the plant. This threat prompted the GSA to engage the 
services of a Navy patent attorney, who after an exhaustive study 
concluded the Freeport contention without merit. 

Freeport Sulphur presented considerable material for the purpose 
of trying to show its royalty comparable to other royalties in the min- 
ing industry, and therefore not exorbitant. The fallaciousness of 
the comparisons can readily be demonstrated. For example, Free- 
port compares its nickel royalty of 11.5 percent of the value of metal 
recovered with the 10 to 20 percent royalty on bauxite ore with a value 
of $7 to $8 a ton; for the comparison to be valid one would not use the 
value of the ore but the value of the refined metal (aluminum) re- 
covered from the ore. Average bauxite ore contains about 26 percent 
aluminum, which after being refined is worth 24 cents a pound; thus 
a ton of ore would contain $125 worth of metal. Therefore, the roy- 
alty rate on the value of the refined recoverable metal would be 1 to 
2 percent, which is the proper comparative percentage to use rather 
than the 10 to 20 percent furnished by Freeport. 

In comparing its nickel royalty to iron royalties, Freeport again 
compares its royalty percentage based on the value of recovered metal 
with that of a royalty percentage based on the f.o.b. mine market 
price of iron ore. This value of ore at the mine is given as $5 to $7.50 
per ton; however, the value of the pig iron in a ton of ore with a 50 
percent content is $30 f.o.b. Cleveland. 

Comparisons likewise misleading were made with lead and zinc 
royalties. Equally inappropriate were comparisons with royalties on 
crude oil, natural gas, and sulfur, all based on wellhead values. 


NEED FOR AN ADEQUATE ORE SUPPLY 


To make asatisfactory disposal of the Government’s nickel plant at a 
reasonable price, the Government must assure prospective purchasers 
of an adequate ore supply for at least the next 20 years. As has been 
previously pointed out, the Government is now purchasing its ore from 
a Freeport Sulphur subsidiary on a royalty basis. This royalty 
contract with Freeport will expire in 1968 unless previously terminated 
by the Government upon the giving of 6 months’ notice. At this 
time there remains very little Fresport ore readily accessible to the 


plant. If Freeport ores are to be utilized for several years, then 
rather extensive capital expenditures will be necessary. 
Since the royalty charged by Freeport — so excessive when 


compared with the price being paid for such ore bodies, and since ex- 
pansion of the plant was anticipated, the Government undertook to 
acquire its own ore shortly after reactivation of the Nicaro plant. 
In 1952 and 1953 the Government acquired approximately 35 million 
tons of ore with an average nickel content of about 1.40 percent. 
The acquisition cost of these ore bodies was $2,675,000; an additional 
be to $600,000 will be spent to acquire the remaining surface 
rights. 

i the latter part of 1955, the GSA decided to extend one of its 
mining railroads a few miles in order to make approximately 11 
million tons of Government-owned ore accessible for processing at the 
nickel plant. The capital cost for extending this railroad was approxi- 
mately $2 million. The GSA’s justification for its decision to incur 
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such a capital expenditure was its conviction that the Freeport 
Sulphur Co. was exacting exorbitant royalties for its ore. Negotia- 
tions to obtain a drastic reduction in the royalty was unsuccessful, so 
the railroad extension was expedited. That extension is now com- 
pleted and the mining of Government-owned ores has already 
commenced. 

The decision as to whether or not to extend the Government’s rail- 
road apparently had been controversial for some time. In a letter, 
dated October 22, 1956, to GSA’s Ira D. Beynon from Freeport’s 
president, Langborne Williams, he stated: 


You said in your letter that I have questioned the ad- 
visability of the Government’s extending the present rail- 
road. fee] 1 must respectfully repeat that I do indeed 
question the advisability of the Government spending 
the taxpayers’ money for an entirely unnecessary purpose. 


In regard to the railroad to Government-owned ores, Mr. Williams 
went on to say in that letter: 


I pointed out to Mr. Mansure (former GSA Administrator) 
that if capital expenditures were made and if events subse- 
ane proved that they were not in the interest of the U.S. 


overument, considerable criticism would inevitably result. 
I told Mr. Mansure that I myself would feel obliged to 
criticize such action, but that I would much prefer to express 
objection in advance rather than to wait until the work had 
been done and then criticize it. 


Mr. Williams took the position that the Government would save 
at the most only 1.6 cents a ton by utilizing its own ore rather than the 
Freeport ore. It is interesting to note, however, that if the Govern- 
ment had constructed a railroad to the Freeport-owned Sol Libano 
ores rather than to its own Ramona ores, Freeport would at this time 
be assured of receiving more than $4 million a year in royalties for 
several years in the future. 

Actually the Government would have been wise by several million 
dollars had the railroad extension been commenced in 1953 when its 
ore bodies were acquired. In regard to the savings to the Govern- 
ment effected by the railroad extension, Mr. Thomas H. Miller, Acting 
Director of the Bureau of Mines, stated: 


Careful estimates made by the Bureau of Mines indicate 
that the average mining and transportation cost of mining 
the 11 million tons of Government ore, including amortiza- 
tion of the railroad and of the purchase price of the ore, 
would be $1.32 a ton, as compared to the current cost of 
mining on Freeport ground of $2.64 per ton, including 
royalty. The saving to the Government would be $1.32 per 
ton instead of the 1.4 cents mentioned above. 


Therefore, operating the plant at full capacity, the Government would 
save over $3 million a year by mining its own ore. The GSA obviously 
acted in the public interest in constructing this extention, notwith- 
standing the threats of criticism. 

The Government-owned ore made accessible by the Ramona rail- 
road is adequate to serve the plant for only 5 or 6 years. Therefore, 
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another source of supply must be obtained. Currently there appear 
to be only two sources available, one of which is owned by the Free- 
port Sulphur Co. and the other by the Bethlehem Steel Corp. Which- 
ever source is obtained, it should be kept in mind how substantially 
the cost of the ore will affect the price which a prospective purchaser 
will be willing to pay for the plant. Below is a chart prepared by Mr. 
Paul W. McGann, Chief Economist, Bureau of Mines, which sets forth 
six variables illustrating their various effects: 


Estimated value of nickel plant to purchaser under alternative assumptions when 
direct costs are 39.5 cents per pound of nickel 


Royalty rates (as percent of nickel price) 6 11.5 


Cents per pound of At capitalization of 8 percent of tota 
nickel assets (million dollars) 
Effective depletion rate 
(percent of net sales) 
Price Amortiza- 


At capitalization of 10 percent of tota) 
assets (million dollars) 


Both the Freeport Sulphur Co. and the Bethlehem Steel Corp. 
have offered to make an adequate supply of ore available with which 
to operate the plant for 20 years or more. While it would be desirable 
to have both ore bodies available, it is imperative that one of the 
bodies be obtained. 

Freeport made an ore proposal to GSA in the fall of 1957 which 
was arrived at through negotiations between Freeport officials and a 
special committee of four GSA personnel. This special committee 
recommended to Administrator Hloete the acceptance of a proposed 
ore contract with Freeport containing the following pertinent pro- 
visions: 

1. The 1948 ore contract would be extended until 1978. 

2. The Government would be required to take at least two-thirds 
of the plant’s ore requirements from Freeport ore bodies. 

3. The royalty provisions of the 1948 contract would be amended, 
the present effect of which would be to reduce the royalty to $1.305 
for the required two-thirds ore and $1.105 for the other one-third, if 
taken. A reduction would be made for nickel recoveries in excess 
of 75 percent. Additional royalty payments would be made in the 
event cobalt and other minerals were recovered from the ores. 

4. Neither the Government nor its assignee would have the right 
to cancel the contract during its 20-year period. The existing con- 
tract allows termination by giving 6 months’ notice. 
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In recommending to Mr. Floete that he accept this ore proposal, 
the special GSA committee stated: 


In our opinion Nicaro [Freeport’s subsidiary] has evidenced 

a genuine desire to help solve the longstanding vexatious 

controversy regarding royalty rates, while understandably 

insisting on safeguarding its own position. Undoubtedly its 

attitude was influenced by its wish to present a better disposal 

osture as a potential bidder on disposal before GSA, De- 
ense, the Attorney General, Congress, and the public. 


Mr. Floete did not concur with his special committee that the accept- 
ance of the Freeport proposal would be in the public interest, for in 
a letter dated Sotdaaliies 10, 1957, to Freeport, he declined the pro- 

osal. Mr. Floete’s declination of acceptance was very fortunate 
in view of the reaction to the ore pro oa by prospective purchasers 
of the nickel plant. Mr. Harry C. Wildner, vice president of National 
Lead (now retired), testified in regard to the ore proposal, “That 
contract with its noncancelability feature, I think, would deter us from 
having very much interest in the acquisition of the plant.” Mr. 
Wildner went on to state that in his opinion the provisions of the 
contract were such as to be deterrents not only to National Lead but 
to any other prospective purchaser or lessee. 

Mr. Vincent Landers, consulting engineer, who has a client interested 
in purchasing the Nicaro pa, in a letter setting forth his reaction 
to Freeport’s ore proposal stated: 


These conditions are objectionable both standing alone 
and in combination with each other, to the extent that I 
could not advise any client of mine to be further interested 
in purchasing or leasing the plant. 


In regard to this ore proposal, Mr. Beynon testified: 


Well, Mr. Chairman, if the proposal had been accepted 
and approved by the Administrator, I doubt whether I could 
have sold or whether I can sell the plant to anyone outside of 
Freeport. It would seem to me that it would just button it 
right down for them. Now the things that we are doing in 
connection with the ore and the taxes, we are doing for the 
benefit of prospective purchasers, to make the plant attrac- 
tive, and for this reason I solicit the opinion of various pros- 
pects which are interested in purchasing the plant, and of 
course, without exception, they expressed the view that it 
would put them right out of the running if any such agree- 
ment was signed. 


It seems apparent that if the GSA had accepted Freeport’s ore pro- 
posal the Government would receive less for the plant and possibly no 
one except Freeport would be interested in purchasing it. It is dis- 
turbing to realize that this special GSA committee actually recom- 
mended acceptance of the proposal to Mr. Floete. One member of 
this committee, Mr. Clarence A. Fredell, stated that he concurred in 
the recommendation only under the assumption that it was impera- 
tive that Freeport ores continue to be utilized. Perhaps it would be 
advisable to identify the party who created this erroneous assumption. 
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An alternative source of ore which would supply the plant for 20 

ears or more is located on the Mayari Plateau near Nicaro. The 
Bethlehem Steel Corp. owns this Mayari ore and has offered to sell 
surveyed portions thereof to the Government for $18 million. 
Bethlehem might well be encouraged to sell this ore for a more modest 
price. After the $18 million offer, Mr. Beynon suggested that the 
accounting office draft a letter to the Office of Defense Mobilization 
requesting the necessary borrowing authority in order to be able to 
consummate any satisfactory offer by Bethlehem. Such a letter draft 
was composed, but Mr. Beynon chose not to take further action on it, 
since its import seemed misleading and as such would have the effect 
of discouraging the issuance of borrowing authority. 

With the Freeport and Bethlehem ore bodies as alternative sources 
of an adequate ore supply to operate the plant for at least 20 years, it 
became advisable for the GSA to obtain pertinent data necessary for 
a prudent decision between the alternatives. Presumably, with at 
least a purpose of enlightenment, the GSA offices of Comptroller and 
General Counsel provided for Mr. Beynon’s guidance, in the form of 
a memorandum dated December 6, 1957, a financial comparison be- 
tween the Freeport ore cost under the current royalty contract and 
the Bethlehem ore cost under the $18 million offer. To state that 
this memorandum’s message is negligently misleading is to put it 
mildly. In estimating the cost per ton of acquiring and utilizing the 
Bethlehem ore, unwarranted costs are for some reason included, e.g., 
exaggerated estimated capital expenditures necessary to make the ore 
accessible, exaggerated estimated extraction cost, a nonexistent 
$500,000 transfer’cost. Also, the memorandum took a pessimistic 
view of the quantity and quality of the Bethlehem ore. On the other 
hand, in computing the cost per ton of Freeport ore under the exist- 
ing contract, the memorandum strangely failed to include the $7,- 
300,000 capital mining cost which would be necessary were Freeport 
ores to be utilized for the next 20 years. The memorandum quite 
reasonably included an interest cost of 4 percent on $18 million for 
20 years.when computing the cost of Bethlehem ore; but failed to 
make an allowance for the value which would inure to the Govern- 
ment by virtue of not paying $50 to $70 million in royalties for the 
next 20 years. In the memorandum’s text, words were underlined 
in six instances, each of which had the effect of discouraging the 
Bethlehem proposal. 

What is even more disturbing than the inaccuracies themselves is 
an explanation by the GSA Comptroller that the memorandum was 

repared under the assumption that Freeport ores would necessarily 

ave to be utilized during the next 20 years. Therefore, not only was 
the comparative cost analysis irresponsibly misleading, but the 
memorandum itself was voluntarily prepared under a false assumption. 
Who was responsible? Not only could acting on such an assumption 
cost the taxpayers millions of dollars, but the failure to act prudently 
could prove equally costly. 

Mr. Harry C. Wildner, vice president of National Lead, testified 


as a prospective purchaser of the plant that the Bethlehem proposal 
would cost $1,650,000 a year less than the Freeport ore under the 
terms of its recent proposal. 

Mr. Ed Gardner, Bureau of Mines consultant, testified that current 
drilling data showed geological indications of 38 million tons of ore 
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with a nickel content of 1.493 percent and iron content of over 40 
percent, thereby being considerably more valuable than either the 
Government or Freeport ore. Mr. Gardner recommended further 
drilling of the Mayari ore body, and that a contract be made with 
Bethlehem if the geological indications are verified. 


FINDINGS 


1. That the Freeport Sulphur Co. ordered a private investigation 
into the personal life of Ira D. Beynon, a Government official with 
whom Freeport was attempting to negotiate an estimated $50 million 
contract. 

2. That the investigative report strongly suggests that the calcu- 
lated objective of the Freeport investigator was to produce information 
derogatory to Mr. Beynon. It infers that such information might be 
employed to influence official action. 

3. That the Freeport Sulphur Co. sought to have Ira D. Beynon 
removed from his official post as special assistant to the Administrator 
of General Services for Nicaro Operations. 

4. That the ore royalty payments charged the Government by the 
Freeport Sulphur Co. are excessive. 

5. That the Government, in financing for Freeport the purchase of 
the two-thirds stock in the Nicaro Nickel Co. in 1942, advanced cash 
to Freeport in an amount equal to the value of Freeport’s own stock, 
which it put up as part consideration for the Nicaro Nickel Co. stock. 

6. That the Government advanced $400,000 to Freeport for the 
purchase of ore bodies to supply the Government’s sled aint when 
the amount due was only $220,000. 

7. That the Government provided money enabling the Freeport 
Sulphur Co. to purchase the ore bodies both at Nicaro, adjoining the 
site Freeport picked for the location of the Government’s nickel 
plant, and at Moa Bay, which is located some 50 miles distant from 
oe plant site, too distant to serve as a feasible ore source for the 

ant. 

R 8. That the recent ore royalty proposal by Freeport, recommended 
by certain GSA officials to the GSA Administrator, would have sub- 
stantially reduced the value of the Government’s nickel plant to any 
prospective purchaser, other than Freeport. The aforesaid GSA 
officials ignored relevant facts and made the recommendation without 
proper regard for the public interest. 

9. That in furnishing a comparative cost analysis for the guidance 
of the GSA Administrator, the offices of the Comptroller and General 
Counsel of the GSA acted on an admittedly false assumption. This 
resulted in a grossly misleading comparative cost analysis of the Free- 
port and Bethlehem ores. 

10. That in view of the announced expansion goals in nickel pro- 
duction, unnecessary delay in disposal of the Government’s nickel 
plant may have costly effects on its ultimate disposition. 


RECOMMENDATIONS 


1. That copenesses committees of the Congress study the need for 


enactment of legislation to prevent a private citizen or firm from 
improperly ee private investigations into the personal life of 
a Government official with whom it does business. 
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2. That the Department of Justice study the transcript of the 
subcommittee hearings and pertinent supporting matter to determine 
whether charges of conspiracy to prevent Ira D. Beynon from dis- 
charging his duties as an officer of the United States should be initi- 
ated against the Freeport Sulphur Co. and its responsible personnel 
(18 U.S.C. 372). 

3. That the Internal Revenue Service consider the reported ad- 
mission that the Freeport Sulphur Co. deducted as a “business 
expense” the cost of its investigation into the private life of Ira D. 
Beynon, a U.S. Government official with whom it was doing business, 
and determine whether this was a legitimate deduction. 

4. That active steps with due dispatch be taken to obtain adequate 
ore reserves at a reasonable cost for the life of the nickel plant in order 
to avoid future payment of excessive royalties. 

5. That the General Services Administration request the necessary 
borrowing authority from the Office of Civil and Defense Mobiliza- 
tion to enable the purchase of Bethlehem ores, should a satisfactory 
offer be made. 

6. That the Administrator of General Services set up procedures 
to safeguard the public interest against the types of hazards cited in 
findings Nos. 8 and 9. 

7. That the Administrator of General Services proceed without 
undue delay in his efforts to dispose of the nickel plant, but that no 
offer be accepted which would not assure a reasonable return to the 
taxpayers. 

8. That, to the fullest extent feasible, Government-owned ore be 
utilized at the nickel plant. (See appendix for letter and report from 
the Administrator of General Services, dated March 20, 1959, which 
points out that, as a direct result of testimony in the hearings on which 
this report is based, General Services has made a downward adjust- 
ment in the amount of Freeport-owned ore taken for the Nicaro lent 
resulting in a net saving for the first 7 months of the 1958-59 fiscal 
year of $740,540. The Administrator’s report also emphasizes that if 
the royalty ore requirements are held to this adjusted level and under 
Goraal operating conditions “we believe that the net saving to the 
operation and the Government over the remaining 9 years of the ore 
contract term, would be over $2 million a year.’’) 





ADDITIONAL VIEWS OF HON. OVERTON BROOKS 


I cannot join in the majority report because I do not think that the 
critical findings and recommendations are justified by the record. 
I find confirmation of my judgment of the committee report in the 
fact that the majority leader, Hon. John W. McCormack, also a 
member of this committee, voted against its adoption. 

Throughout the report there is a striking absence of objectivity 
ar balance, a few examples of which are referred to in my comments 

elow. 

1. The title of the report—and the announced subject of the 
hearings on which it purports to be based—is ‘‘Disposal Problems of 
Government-Owned Nickel Plant at Nicaro, Cuba.” But the bulk 
of the attention was devoted during the hearings and again in the 
majority report and in the discussions in this committee not to 
disposal sndbteats but to an investigation which was conducted under 
Freeport Sulphur Co.’s auspices of a Mr. Beynon in GSA. 

The evidence at the hearings does not justify the extreme state- 
ments in the majority report about the nature or purpose of the in- 
vestigation nor does it support the majority’s recommendation with 
respect to the investigation. 

The majority report suggests that in conducting this investigation 
Freeport was attempting to strengthen its position in negotiating for 
a contract with the Government. But that cannot be true because 
the record makes clear that the contract under discussion has been 
in existence since 1948 and the Government, not Freeport, was seeking 
to amend it. This 1948 contract in turn was based on a royalty 
arrangement made for the Government in 1942 by Will Clayton, of 
Houston, Tex., during his wartime Government service. It is this 
royalty that the majority report criticizes, and this is the first time 
that I have ever heard it even suggested that Will Clayton could’ be 
overreached. 

Indeed, the majority report, in an obvious instance of unbalanced 
resentation, refrains from any mention whatever of the explanation 
reeport gave for undertaking the investigation, namely, what seemed 

to be the policy of threats and intimidation pursued by Mr. Beynon. 
I cannot escape the conclusion that the failure of the majority report 
to ors a strong presentation of Freeport’s position is not in keeping 
with the standards of fair play which elt govern our committee. 

2. Ido not think that it is too much to say that the essential dignity 
of the House of Representatives is involved here. I believe that 
Members of Congress have a grave responsibility in the conduct of 
hearings and the preparation of reports to comport themselves with 
fairness and restraint lest the entire investigative process be dis- 
credited. The language of the majority report and its studied exclu- 
sions and selections for inclusion in my judgment make it an example 
of that which a committee report should not be if due respect for fair 
investigatorial processes is to be maintained. 
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3. The statement in the majority report that large savings to the 
Government will be realized by increased use of Government-owned 
ore rather than Freeport ore is based on a memorandum (printed as 
an appendix to the majority report) submitted by GSA almost a year 
after the hearings. It seems likely even to one not intimately in- 
formed about the details of the Nicaro project that the GSA memo- 
randum is inaccurate. In fact, there is reason to believe that GSA 
itself will no longer stand by this memorandum, but it is significant 
that the committee voted down a proposal to make current inquiries 
of GSA as to its present position on this memorandum. I cannot 
believe that unwillingness to face the facts is good investigative 
practice. 

4. The only “disposal problem” discussed in the report is the ore 
contract between the U.S. Government and Freeport. Indeed, the 
record shows that at the hearings themselves only the most per- 
functory effort was made to consider the wide gamut of problems 
which obviously must be involved in the disposition of so large and 
costly a facility located in a foreign country. For example, a potential 
investor would obviously be vitally interested in knowing what tax 
treatment the plant would receive in Cuba upon the termination of 
its present status as a tax-free U.S. Government enterprise. But 
from a reading of the majority report, one would conclude that this 
and the numerous other problems relevant to disposal of the plant 
did not even exist because not a single word is said about them. 

I was not a member of the subcommittee which heard this matter 
and because of illness, I was able to be present at only one of the full- 
committee discussions. Regardless-of these facts, I feel that this 


report is subject to criticisms in many respects. I therefore oppose 
the report as written. 


Overton Brooks, 
Member of Congress. 
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ADDITIONAL VIEWS OF HON. GEORGE MEADER 


I cannot concur with some of the findings and recommendations of 
the majority report. 

The majority, failing to maintain proper perspective of the impor- 
tance of the various aspects of the inquiry, roundly condemns the 
Freeport Sulphur Co. for conducting an investigation of a Government 
official. I sympathize with a person whose private life is invaded, 
but it is somewhat incongruous for a committee whose main function 
is investigatory to appear to characterize investigation per se as a 
nefarious activity. I am sure that the committee well could have 
documented cases where private investigations of public officials have 
been in the public interest. 

Without openly making the charge, the report insinuates that there 
was an ulterior and improper motive on the part of the Freeport 
Sulphur Co. in conducting this investigation. The insinuation that 
purpose akin to blackmail was the objective of the investigation 

sms not to be made by a responsible committee of the Congress 

ess there is concrete evidence to support such a charge. Imagining 
what might have been the result had the investigator turned up infor- 
mation which he did not in fact turn up, hardly qualifies as factfinding 
by any standards. 

It is a somewhat novel approach and hardly within the purview of 
the Government Operations Committee to suggest that the Federal 
Government enact legislation to regulate the business of private 
investigation. When the day comes that a private citizen, a firm, a 
newspaper reporter, or whomever, is regulated by law in making i in- 
quiries about a person, firm, or agency, basic liberties will have been 
impaired. 

The majority makes reference to the fact that there was conflicting 
expert testimony during the hearings concerning the royalty payments 
by the Government to Freeport Sulphur. On the one hand, it was 
contended that they were “exorbitant” and on the other, “fair and 
equitable.” However, the report implies that the Freeport Sulphur 
Co. had some lucrative arrangements with the General Services Ad- 
ministration for supplying ore to the Government-owned Nicaro nickel 
plant, but the report does not charge that the payments to the Free- 
port Sulphur Co. were more than those provided by the terms of the 
1942 and 1948 contracts. 

If the “finding” ‘4. That the ore royalty payments charged the 
Government by the Freeport Sulphur Co. are excessive,” is valid, the 
fault lies in the Government contract. Thus it seems to follow that 
if there is any inefficiency, waste or impropriety, it should be traced 
to the negotiation of the contract. Yet this aspect of the matter does 
not appear to have been explored by the subcommittee. 

Had the majority not chosen to ignore this obvious line of investi- 

ation, it would not now be in the vulnerable position of having ignored 
its mandate to examine Government operations and the vaehemanin 
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of Government agencies and officials. If Freeport is subject to criti- 
cism, it should be incidental to taking GSA officials to task, rather 
than the other way around. 

The majority should not be surprised that a firm doing business 
with the Government should seek to make a profit. The committee’s 
legitimate concern is whether or not officials charged with the duty 
of protecting the Government’s interest have discharged their respon- 
sibilities diligently and intelligently. 

The majority purports to report on “Disposal problems of Govern- 
ment-Owned Nickel Plant” but makes no attempt whatever to explore 
many of the other problems involved in such disposal. The GSA 
contract with Freeport which the majority discusses is only one of 
those problems. 

I believe the subcommittee should make a complete and more 
penetrating inquiry. 

Grorce MEADER, 


I concur in the foregoing views: 


CrareNncE J. Brown. 





ADDITIONAL VIEWS 


We, the undersigned, wish to disassociate ourselves from the 
majority report. 
e were not members of the committee during the 85th Congress, 
were not present at any of the hearings, did not participate in drafting 
the report, and are, therefore, unable and unwilling to subscribe to it. 


Jor Hott. 

Rosert P. Grirrtn. 
Grorce M. WALLHAUSER. 
Jessica McC. Wets. 
Opin LANGEN. 

Rospert R. Barry. 





APPENDIX 


Exuisit 1 


Letter oF Marca 10, 1959, From CHarrMaN Jack Brooks, 
GOVERNMENT AcTivITIES SUBCOMMITTEE, TO Hon. FRANKLIN 
FLOETE 

Marca 10, 1959. 

Hon. FRANKLIN FLOETE, 

Administrator, General Services Administration, 

Washington, D.C. 


Dear Mr. Fuoete: It is my understanding that immediately 
upon the close of this subcommittee’s hearings in April 1958 on ‘“‘Dis- 
posal Problems of the Government-Owned Nickel Plant at Nicaro, 
Cuba,” the General Services Administration took steps to put into 
— various remedies emphasized in the testimony and that 

enefits from these steps are beginning, in some instances, to accrue. 

I realize, of course, that the revolution in Cuba and the fighting in 
Oriente Province which preceded the victory of Dr. Fidel Castro’s 
forces has made necessary some adjustments in plans to dispose of 
the plant. I understand that, in spite of these developments, im- 
provements already are evident in ore costs. 

If savings on costs are now being made, in comparison with past 
years of operation, I would appreciate the details, including the 
amount saved and the method by which any saving is being accom- 
plished. I am especially interested in learning if the Government is 
continuing to secure all its ore for the Nicaro plant from the sources 
owned by the Freeport Sulphur Co., or whether and to what extent 
the Government is using ore from its own Ramona tract and if the 
use of such ore has had any special effect on processing. 

If the aforesaid current saving is evident, I went appreciate an 
estimated total of the amount which might be saved through 1968, 
when the Government’s contract for Freeport’s Nicaro ore expires, 
including comparative cost figures. This estimated figure for 10 
years would be predicated upon the possibility that, for some reason, 
the Government should continue to operate the plant for that period 
and at maximum production. 

Thanking you for your cooperation and looking forward to an early 
reply, I remain, 

Sincerely, 
Jack Brooks, Chairman. 
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Exuisir 2 


LErreR AND EncLosep Report From FRANKLIN FLoEtTEe to Hon, 
Jack Brooks, Darep Marcu 20, 1959 


GENERAL SERVICES ADMINISTRATION, 
Washington, D.C., March 20, 1959. 
Hon. Jack Brooks, 
Chairman, Government Activities Subcommittee of the Committee on 
Government Operations, House of Representatives, Washington, D.C. 

Dear Mr. CuHarrRMAN: We appreciate the opportunity afforded 
by your letter of March 10, 1959, to inform you of the economic 
benefits which have accrued to the Nicaro nickel plant operation 
since the hearings held by your subcommittee in April 1958. We are 
enclosing a brief summary of the details and facts concerning these 
benefits. 

It is true that we have deferred the solicitation of proposals for the 
sale or lease of the Nicaro plant until the pélitical situation there 
becomes more normal, This was done after consultation with pro- 
spective bidders who informed us that, although their interest and 
desire to bid are not affected, they believe they could bid more favor- 
ably when conditions are more settled. 

Because of this situation, we have extended the operation contract 
with Nickel Processing Corp. for 2 years, subject to cancellation on 
90 days’ notice. This longer term puts the operation on a much 
better base with respect to the employment of key personnel and the 
procurement of supplies. 

If you require further information, or greater detail, please let us 
know. 

Sincerely yours, 
FRANKLIN Fioete, Administrator. 


Ore For THE CuBAN Nicxen Co. Puant at Nicaro, CusBa 
I. PLANT ORE REQUIREMENT 


At full capacity operation (54 million pounds nickel plus cobalt 


per year): 
Dry short tons 


Daily ore requirement 7, 000 
Yearly ore requirement 2, 555, 000 

If required, plant can process 7,200 tons per day, although better 
extractions are obtained from the lower tonnage rate. 


II. ORE CONTRACT OF JULY 2, 1948 


All ore processed in the Nicaro plant, from January 1952 to June 30, 
1958, was mined from the Nicaro Nickel Co. reserves, pursuant to the 
above contract, except about 35,000 tons of Cuban Nickel Co. ores 
taken for experimental purposes. Royalties paid to Nicaro Nickel 
Co. from reactivation in 1952, through January 31, 1959, total 
$15,089,898.91, or an average cost of 6.8 cents per pound of nickel 
plus cobalt produced. It is significant that royalties must be paid 
on the nickel contained in the ore, even though 25 percent of the 
nickel is lost in the process. 
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Under the ore contract, the Government is obligated to pay royal- 
ties on one-third of the ore treated in the plant during each calendar 

ear, regardless of the source of the ore. The President of Nicaro 
Nickel Co., Mr. Langbourne Williams, Jr., in his testimony before the 
Government Activities Subcommittee of the House Committee on 
Government Operations, on April 23 and 24, 1958, interpreted this 
as the obligation to pay royalties on one-third of the ore treated in 
the original plan, as it existed on the date the ore contract was made; 
i.e., July 2, 1948. 

The original plant was designed and built to process 3,600 tons of 
ore per day. Therefore, under Mr. Williams’ interpretation, our 
obligation to pay royalties in any year is limited to: 
on 













































Under the Siaitesek formula, aug current rate of royalty payment is 
$0.06096 per pound of nickel contained in the ore. Ore with an average 

rade of 1.4 percent nickel will contain 28 pounds of nickel per ton. 
Thus the royalty for such ore would be 28 X $0.06096=$1.707 per ton. 
Therefore, the maximum royalty required, to satisfy our contract 
obligations, assuming a 1.4 percent grade of ore and a royalty rate 
of $0.06096 per pound of nickel content, would be 438,000 $1.707 
or $747,666 per year. If the full plant ore requirement; i.e., 2,555,000 
tons per year were from Nicaro Nickel Co. reserves, the annual 
royalty would be $4,361,385. 

The operation contractor, Nickel Processing Corp., has been in- 
structed to mine and process the quantity of Nicaro Nickel Co. ore 
required during the current calendar year, to satisfy the contract 
obligation. 

With the completion of the Ramona railroad and mine facilities, 
about June 30, 1958, Cuban Nickel Co.’s royalty-free ores became 
available for processing. The following table shows the quantities 
of royalty and royalty-free ore mined each month between July 1, 
1958 and January 31, 1959: 


{In tons] 


Nicaro Nickel|/Cuban Nickel 
Co. Co. ore 


oe ee ene ee ee eee eee nee e tee enon ees eee eee se eens eeseeee= 
ee ee eee eee ee 
eee eee ee nee ee ee meee eee eee eee ee esse sees ese se seeeeeeessees 

Oe eww eee eee nn eee cee eee eee eens meee ee eee e en eeee eee esesesenee 


oe en ew rn oo eee eens se eee eee ee ee eee eeeesereseeseee 


1 Low tonnage in November due to interference from Cuban armed forces. 






For the 234,757 tons of Nicaro Nickel Co. ore, the Government paid 
royalties of $378, 614, or an average of $1. 61279 perton. This “lower 
than usual’ royalty ‘rate resulted from the lower grade of ore mined 
from Nicaro Nickel Co. reserves. This royalty, when spread over the 
total ores mined (896,158 tons), is diluted to an average cost of 
$0.42249 per ton, but the average royalty for the like period (7 months) 
ending January 31, 1958, when only royalty ore was mined, was 
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$1.82404 per ton. This represents a royalty saving of $1.40155 per 
ton for the first 7 months of the current fiscal year. 

However, the saving in royalties is not a net saving to the operation, 
as other cost elements, such as the relative costs of mining, hauling, 
rail transportation, and amortization of capital improvements, must 
be considered. For the Cuban Nickel Co. ore the depletion charges 
also must be included. 

A comparison of these total costs, as applicable, during the 7 
months ending January 31, 1958, when all ores processed were subject 
to royalties, with the like period ending January 31, 1959, shows a net 
saving of $0.82635 per ton over the prior period. Therefore, on the 
896,158 tons of ores mined, the net saving for the 7 months was 
$740,540, or an average of $105,791 per month. At full operation, 
with 438,000 tons of royalty ore being treated, and the remaining plant 
requirements of 2,117,000 tons from royalty-free reserves, the net 
savings, at $0.82635 per ton, would amount to $1,749,383 per year. 

It should be noted, however, that under normal operating conditions, 
the above saving per ton would be increased materially. During the 
several months preceding December 31, 1958, mining in the Cuban 
Nickel Co. claims was performed under extreme handicap and hazard 
due to activities of the contending armed forces in the mine area. 
This situation, together with the heavy loss of mining equipment, 
supplies, mine records, and destruction of mine camp facilities, greatly 
increased the cost of mining, handling, and transporting the ore. 
These conditions did not exist during the earlier 7-month period for 
which the above comparative costs were calculated. 

Furthermore, only a small tonnage of Nicaro Nickel Co. ore, which 
can be mined and processed economically, remains accessible to the 
existing railroad. Therefore, before additional royalty ore can be 
made available, substantial capital costs must be incurred for new 
railroad and mine facilities, together with extensive development 
costs. The proposed Sol-Libano railroad project would provide about 
9 million tons of new royalty ore, for which the capital and develop- 
ment costs would be close to $2 million, plus royalty costs of over 
$15 million. Pro rata amortization and development charges would 
have to be added therefore to the royalty and the cost of mining and 
transporting these ores. Therefore, the overall per ton costs would 
exceed those being incurred for royalty ores currently mined, and 
the net saving accruing from the mining of available royalty-free 
ores would be increased substantially. 


SUMMARY 


The economic benefits derived from the mining and treatment of 
Cuban Nickel Co.’s royalty-free ore have been clearly demonstrated. 
If our mining program can be maintained on the basis of mining only 
sufficient royalty ore to satisfy our ore contract obligations, we 
believe that the net saving to the operation and the Government, 
over the remaining 9 years of the ore contract term, would be over 
$2 million per year. However, as the Cuban Nickel Co.’s Ramona 
claims contain only sufficient ore for about 4 years’ mining, under 
such a program, additional royalty-free ore will have to be made 
available, including completion of required construction, if the pro- 
gram is to be continued for the remaining term of the ore contract. 


O 





